
288 

7 CFR Ch. XVIII (1–1–06 Edition) Pt. 1965 

is a disagreement over the use of proceeds or 
whenever we reject a request for a release. 

Farm Operating Expenses 

We would expect farm operating expenses 
to present more of a problem than family liv-
ing expenses. There will probably be a few 
disagreements over whether an expense is an 
operating expense (as opposed to a capital 
expense), but it is more likely that there will 
be disagreements over the amount FmHA or 
its successor agency under Public Law 103– 
354 should release for operating expenses and 
whether a particular farm operating expense 
is ‘‘essential.’’ As is the case with family liv-
ing expenses, disagreements will most likely 
arise when proceeds are less than expenses. 

To resolve disputes over the amount to be 
released, remember that we must be reason-
able and release enough to pay for essential 
farm operating expenses. Although a bor-
rower might not always agree that enough 
money is being released, if the borrower’s es-
sential farm operating expenses are being 
paid, we are fulfilling the requirements of 
the statute. We must provide the borrower 
with an opportunity to appeal when there is 
a disagreement over the use of proceeds or 
when we reject a request for a release. 

Section 1962.17 of this subpart states that 
essential expenses are those which are 
‘‘basic, crucial or indispensable.’’ Whether an 
expense is basic, crucial or indispensable de-
pends on the circumstances. For example, 
feed is a farm operating expense, but it is not 
always an essential expense. If adequate pas-
ture is available to meet the needs of the 
borrower’s animals, feed is not essential. 
Feed is essential if animals are confined in 
lots. Hiring a custom harvester is a farm op-
erating expense, but is not an essential ex-
pense if the farmer has the equipment and 
labor to harvest the crop just as well as a 
custom harvester. Hired labor is an oper-
ating expense which might be essential in a 
dairy operation but not in a beef cattle oper-
ation. Payments to creditors are essential if 
the creditor is unable to restructure the debt 
or to carry the debt delinquent. Renting land 
is not essential if the borrower plans to use 
it to grow corn which can be purchased for 
less than the cost of production. Paying out-
standing bills is essential if a supplier is re-
fusing to provide additional credit but not if 
the supplier is willing to carry a balance due. 
Of course, the long term goal of any farming 
operation is to pay all of its expenses, but 
when this is not possible, FmHA or its suc-
cessor agency under Public Law 103–354 and 
the borrower must work together to decide 
which farm operating expenses are essential 
and demand immediate attention and cannot 
be neglected. These are the essential ex-
penses. 

We absolutely must release to pay for es-
sential family living and farm operating ex-
penses; there are no exceptions to this. When 

deciding whether an expense is essential and 
when deciding how much to release, the 
choices we make must be rational, reason-
able, fair and not extreme. They must be 
based on sound judgment, supported by facts, 
and explained to the borrower. Following 
these rules will help us avoid disagreements 
with borrowers. 

[56 FR 15829, Apr. 18, 1991] 

EXHIBIT F TO SUBPART A OF PART 1962 
[RESERVED] 

PART 1965—REAL PROPERTY 

Subpart A—Servicing of Real Estate Secu-
rity For Farm Loan Programs Loans and 
Certain Note-Only Cases 

Sec. 
1965.1 Purpose. 
1965.2 General policies. 
1965.3 Borrower’s responsibilities. 
1965.4 FmHA or its successor agency under 

Public Law 103–354’s responsibility. 
1965.5 Servicing certain insured Farm Own-

ership (FO) loans. 
1965.6 Consent of lienholders. 
1965.7 Definitions. 
1965.8–1965.10 [Reserved] 
1965.11 Preservation of security and protec-

tion of liens. 
1965.12 Subordination of an Agency mort-

gage. 
1965.13 Consent by partial release or other-

wise to sale, exchange or other disposi-
tion of a portion of or interest in secu-
rity, except leases. 

1965.14 Subordination of FmHA or its suc-
cessor agency under Public Law 103–354 
real estate mortgages to easements to 
the U.S. Fish and Wildlife Service (for-
merly the Bureau of Sport Fisheries and 
Wildlife). 

1965.15 Subordination of FmHA or its suc-
cessor agency under Public Law 103–354’s 
lien to the Commodity Credit Corpora-
tion’s (CCC) security interest taken for 
loans made for farm storage and drying 
equipment. 

1965.16 Consent to junior liens. 
1965.17 Lease of security. 
1965.18 Transfer of upland cotton, peanut, or 

tobacco allotments. 
1965.19 Severance agreement. 
1965.20 [Reserved] 
1965.21 Assignment and release of Soil Con-

servation or similar program payments. 
1965.22 Deceased borrower. 
1965.23 Bankruptcy and insolvency. 
1965.24 Servicing note-only cases. 
1965.25 Release of FmHA or its successor 

agency under Public Law 103–354 mort-
gage without monetary consideration in 
certain cases. 
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1965.26 Liquidation action. 
1965.27 Transfer of real estate security. 
1965.28–1965.30 [Reserved] 
1965.31 Taking liens on real estate as addi-

tional security in servicing FmHA or its 
successor agency under Public Law 103– 
354 loans. 

1965.32 [Reserved] 
1965.33 Cosigners—SFH loans. 
1965.34 [Reserved] 
1965.35 Exception authority. 
1965.36 State Supplements and reference to 

the OGC. 
1965.37 Redelegation of authority. 
1965.38–1965.49 [Reserved] 
1965.50 OMB control number. 
EXHIBIT A TO SUBPART A—MEMORANDUM OF 

UNDERSTANDING BETWEEN BUREAU OF 
SPORT FISHERIES AND WILDLIFE AND THE 
FARMERS HOME ADMINISTRATION OR ITS 
SUCCESSOR AGENCY UNDER PUBLIC LAW 
103–354 [NOTE] 

EXHIBIT B TO SUBPART A—NOTIFICATION OF 
OTHER LIENHOLDERS INTENT TO FORE-
CLOSE [NOTE] 

EXHIBIT C TO SUBPART A—PROCESSING GUIDE 
[NOTE] 

EXHIBIT D TO SUBPART A—EQUITY RECAPTURE 
AGREEMENT [NOTE] 

Subparts B–E [Reserved] 

AUTHORITY: 5 U.S.C. 301; 7 U.S.C. 1989; 42 
U.S.C. 1480. 

Subpart A—Servicing of Real Es-
tate Security for Farm Loan 
Programs Loans and Certain 
Note-Only Cases 

SOURCE: 51 FR 4140, Feb. 3, 1986, unless oth-
erwise noted. 

§ 1965.1 Purpose. 
This subpart delegates authority and 

prescribes policies and procedures for 
servicing real estate, leasehold inter-
ests, and certain note-only cases for 
Farmers Home Administration or its 
successor agency under Public Law 103– 
354 (FmHA or its successor agency 
under Public Law 103–354) Farmer Pro-
gram (FP) loans. Security servicing for 
borrowers who have both FmHA or its 
successor agency under Public Law 103– 
354 FP and Single Family Housing 
(SFH) loans, (excluding Technical As-
sistance Grants and Site loans), will be 
according to this subpart. Security 
servicing for borrowers who are in-
debted for SFH loans only, will be ac-
cording to subpart C of part 1965 of this 

chapter. Security servicing for Nonpro-
gram (NP) loan(s) on farm real estate 
and chattel property will be according 
to subpart J of part 1951 of this chap-
ter. For borrowers who have both a FP 
and NP loan, security servicing will be 
in accordance with the applicable FP 
regulations and subpart J of part 1951 
of this chapter. This subpart does not 
apply to FmHA or its successor agency 
under Public Law 103–354 guaranteed 
loans, Rural Rental Housing (RRH) 
loans, Labor Housing (LH) loans, Busi-
ness and Industrial (B&I) loans, Com-
munity Programs (CP) loans, Shift-in- 
Land-Use (Grazing Association) loans, 
Irrigation and Drainage (I&D) loans, or 
Indian Tribal Land Acquisition loans. 

[58 FR 52654, Oct. 12, 1993] 

§ 1965.2 General policies. 
(a) The terms ‘‘nonprogram (NP)’’ 

and ‘‘ineligible’’ may be used inter-
changeably throughout this subpart 
but are identical in their meaning. 

(b) FmHA or its successor agency 
under Public Law 103–354 will service 
real estate security in a manner that 
best accomplishes the loan objectives 
and protects the Government’s finan-
cial interest. To accomplish this, 
FmHA or its successor agency under 
Public Law 103–354 will service the real 
estate security in accordance with the 
security instruments and related 
agreements, including any authorized 
modifications and the provisions of 
this subpart. 

(c) The Federal Equal Credit Oppor-
tunity Act prohibits creditors from dis-
criminating against credit applicants 
on the basis of race, color, religion, na-
tional origin, sex, marital status, age 
(provided that the applicant has the ca-
pacity to enter into a binding con-
tract); because all or part of the appli-
cant’s income is derived from any pub-
lic assistance, program; or because the 
applicant has in good faith exercised 
any right under the Consumer Credit 
Protection Act. The Federal agency 
that administers compliance with this 
law is the Federal Trade Commission, 
Equal Credit Opportunity, Washington, 
DC 20580. 

(d) If the farm is situated in more 
than one State, county or parish, the 
loan will be serviced by the County Of-
fice servicing the county in which the 
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